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MARCH, 1929 SPECIAL BULLETIN NO. 3 2 
[The Committee on Administration of Endowment authorizes the 
publication of special Bulletins, of which this is one, on the distinct 
understanding that members are not to consider answers given to 
questions as being official pronouncements of the Institute, but merely 
the individual opinions of accountants to whom the questions were 
referred. It is earnestly requested that members criticize freely and 
constructively the answers given in this or any other Bulletin of this 
series.] 
AMUSEMENT PARK ACCOUNTING 
Q. I would be glad to receive any information regarding accounting for 
amusement parks, particularly whether or not such expenses as advertising, 
general management and general office expenses are pro-rated among the 
various devices. If this pro-ration is made, I would also like to know on what 
basis these expenses are divided among concessionaires—that is, where the 
park receives only a percentage of the gross receipts is the expense pro-rated 
to these concessions on the basis of gross receipts taken in by the concessions or 
on the percentage received by the park? 
A. It has been my experience that the concessionaires pay to the park a 
percentage of their gross receipts and that they are not charged with any of 
the park's advertising, general management or office expenses. 
If, however, in the case in question they are to be charged with a portion of 
these expenses, the lease or agreement covering the space which they occupy 
should fully cover the method of pro-ration or other basis of charge. 
However, if it is the inquirer's intention to pro-rate in a statement to be pre-
pared, a portion of the expenses against the percentage received from each con-
cessionaire, to do so on the basis of the amount of the percentage received by 
the park from each concessionaire in relation to the total thus received is, per-
haps, as good a way as any. However, it is quite arbitrary and it would seem 
to me more desirable to state the park's gross income from percentage received 
from concessionaires and deduct as general expenses all items of advertising, 
management, office expenses, etc., properly classified. 
If, in peculiar circumstances it is desirable to pro-rate expenses against each 
concessionaire in a statement to be prepared even though the concessionaires 
are not actually charged therewith it might be advisable to consider pro-ration 
of the total cost of the upkeep of grounds, etc., on the basis of the space oc-
cupied by each concession as compared with the total space so occupied. 
A. Al l amusement parks to a greater or less extent rent or lease out sub-
concessions. In some cases the concessionaire pays the head office a percentage 
of his gross receipts in lieu of rent, or / and other overhead items, and in some 
cases the head office collects all of the money and returns to the concession-
aire weekly or at other periods the amount originally collected by the head 
office less percentages, overheads, etc. In either case, and providing also for 
advertising, it is customary to compute the percentage for which each conces-
sionaire is charged on a basis of the gross receipts. 
Where concessions are leased to sub-concessionaires the percentage (or in 
some cases a flat rate) covers the general management and general office ex-
penses. Where the company operates all of its concessions or "rides" the 
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general overhead consisting of advertising, general management, general office 
expenses, etc., are pro-rated to the various activities in proportion to the amount 
of gross receipts. 
CALCULATION OF INTEREST 
Q. A client of ours sends one foreign customer semi-annual statements of 
account, and a problem arises because of the present method of charging interest. 
The customer is charged with merchandise shipped as of the shipment date. 
He is also charged with interest from the due date of each bill to June 30th or 
December 31st, according to which statement is being prepared. 
If the due date falls after June 30th on the mid-year statement, then he is 
credited with interest or anticipation from June 30th to due date. 
He is credited with payments and, should they be anticipated, with interest 
thereon. He is credited with returns as of shipment date, and an attempt is 
made to adjust the interest charge correctly. 
Here is the inconsistency which develops and I would like to be able to ex-
plain the fallacy or correct the form of statement. 1 will reduce my illustration 
to simplest possible terms as follows: 
Statement June 30, 1928 
Debit: 
Invoice 1, shipped June 15, 1928, due November 1, 1928 $1,000.00 
Credit: 
Interest from June 30, 1928 to due date November 1, 1928 
(4 months at 6%) 20.00 
Balance, July 1, 1928 $980.00 
Statement December 31, 1928 
Debit: 
Balance of July 1, 1928 $980.00 
No new charges 
Interest for 6 months at 6% 29.40 
Total debit. $1,009.40 
Credit: 
Invoice No. 1 returned $1,000.00 
Interest from November 1 (due date to December 31st, 2 
months at 6%) 10.00 
Total credit $1,010.00 
By returning the goods, customer has gained 60 cents. Conceivably cus-
tomer by buying tremendous quantities and returning all, would earn quite a 
sum. 
Obviously our client's system of interest calculation is erroneous. Why? 
What change would you recommend? 
A. As is apparent, the customer would gain 60 cents even though he re-
turned the goods and was credited with precisely the same amount therefor as 
he was originally charged. An analysis of the statements, however, readily 
discloses the incorrect accounting on which the erroneous credit is based. 
The credit for interest in the June statement, namely, 6% on the invoice 
price from June 30th to the due date, November 1st, is the full amount of 
interest which would be allowed the customer, provided he anticipated the 
payment for the whole period of 4 months. If he did not so anticipate the 
payment but settled on the due date, then the full amount of the invoice would 
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be payable. In brief, the interest shown on the June statement is a contingent 
credit only. 
Now let us suppose that the customer settled on December 31st—-two 
months after the due date. According to the agreed terms he should be 
charged with two months' interest; and since the customer has been credited, 
in anticipation, with four months' interest, he should now be charged with in-
terest on the full amount of the shipment for six months, of which the propor-
tion for four months is, in effect, the adjusting offset to the earlier anticipated 
credit, and the balance the interest actually chargeable. 
In preparing the December statement, as shown in the question submitted, 
interest has been computed, in effect, thus: 
Debit: 
Interest on $1,000.00 for 6 months at 6% $30.00 
Credit: 
Interest on $20.00 for 6 months at 6% .60 
Net debit $29.40 
When, therefore, the customer is credited with the full amount of the re-
turned shipment, his account incorrectly shows a credit of 60 cents by reason of 
the erroneous credit based on the amount of the interest anticipated at June 
30th. 
Answering the question, "What change would you recommend?" it would 
seem that the correct position could be readily determined at any time if the 
provisional interest items were recorded in separate columns of the customer's 
ledger account, making such adjustments as are necessary according as the 
customer wholly or partially actually does anticipate payments and extending 
only such interest as has actually accrued. 
A. Manifestly, the method in use is fallacious, as demonstrated by our 
correspondent. It seems to us that the fallacy is easy to explain, since the 
customer is credited with interest on $1,000 and charged with interest only on 
$980; in other words, the customer gets the advantage of one-half year's in-
terest on the amount of $20 which is credited as interest. This whole thing 
appears to us to be unnecessarily cumbersome and futile. It would seem 
that interest should be charged only on past-due balances and credited 
only on anticipation. 
CONSOLIDATED BALANCE-SHEET 
Q. I would like to ask advice regarding the following: 
Company " B " is incorporated with the following outstanding Stock: 
Class "A"—40,000 shares. 
Class "B"—60,000 shares. 
40,000 shares of class " B " are owned by company " A . " 
The class " A " has no voting power unless two years' dividends are in arrears, 
all voting power up until then being in class " B " stock. The class " A " is 
preferred as to dividends up to one dollar. Class " B " then receives a set 
amount and the class " A " then shares equally with the class " B " until the 
class " A " receives an additional dollar; thereafter ail earnings go to class 
" B . " Class " A " is convertible into class " B , " three shares of class " A " into 
one of " B . " The class " A " stock is redeemable at $10.00 per share but in 
case of a voluntary or involuntary liquidation, both " A " and " B " stocks share 
alike. 
The question is, can companies " A " and " B " be consolidated in preparing 
a balance-sheet where company " A " owns two thirds of the class " B " stock 
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and none of the " A " stock, giving it a total of two thirds of the voting or class 
" B " stock, or two fifths of the entire outstanding stock? 
A. The consolidated balance-sheet is authorized by accounting and 
financial practice. It has no legal basis other than for tax purposes. 
If the question refers to tax purposes the answer is No. Under the present 
law 95% ownership is required. 
If the question refers to accounting and financial statement the only guide 
seems to be accounting and financial practice and custom, which makes a 
categorical answer scarcely possible. 
The accounting theory of consolidation is that the facts of operation and 
management control. Where none but consolidated accounts would present a 
true picture of the enterprise as a whole the tendency is to consolidate. In our 
experience we have seldom found consolidation necessary to that purpose in 
cases of less than 75% ownership. 
Indentures securing bonds often state the minimum ownership percentage 
which determines consolidation—varying from 75% to 90% or 95% or even 
100%. 
However, it is not solely the percentage which governs—elements of control, 
management and business and operating relation to the parent company modify 
the percentage figure. It is conceivable that a 51% ownership might warrant 
consolidation in one case whereas an 80% ownership in another case might not. 
The question is further complicated by the fact that answer would depend 
upon whether company B's class A stock, with its possibilities of change, might 
properly be left out of consideration. If it could a 66 2/3% ownership of the 
common would seem to warrant consolidation if the businesses are closely 
related. 
If such case arose in our own practice we are inclined to think we would be 
guided by the simple rule that where consolidation is possible it should be made 
if demanded by the true situation of the enterprise as a whole. 
A. In the circumstances stated we would recommend that the subsidiary 
companies' accounts should hot be consolidated and in that connection it might 
be well to quote from the revenue act of 1928 as follows: 
"Under the revenue act of 1928, 95% of ownership is required for con-
solidation." 
The question discussed by your correspondent is covered in Dickinson's 
Accounting Practice and Procedure on page 182 under the heading of "What is a 
constituent company?" and in Montgomery's Auditing Theory and Practice 
on page 388 under the heading of "Definition of subsidiary." 
COST OF ENGRAVINGS TO LITHOGRAPHERS 
Q. A controversy has arisen between one of my clients and the revenue 
agents as to the proper procedure in charging off the cost of engravings on 
stones used by a lithographing company. 
The revenue agents say frankly that all their files show that there has been 
no uniform practice in this matter either as to whether all the cost is charged off 
to expense or whether some of it is capitalized with depreciation figured. The 
client is more concerned about handling this matter in the approved method 
than he is about the effect on income taxes and the revenue agents seem equally 
willing to abide by the usual practice. 
A. We have as a client a firm of lithographers doing a very large business. 
We have been handling the accounts for a period of ten years. 
It is the firm's practice to include in its estimate when bidding on work the 
cost of engravings on stones, and therefore this cost is billed to the customer 
and paid for by him. 
All of these years the bureau of internal revenue has ruled that this is the 
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proper procedure. It has been our client's custom for a period of forty or 
fifty years. 
We have been informed by our client that some lithographers capitalize the 
engravings on stones as goodwill. Our client has at the present time some 
$2,000,000 worth of stones in the basement of the plant, which could be capi-
talized as goodwill in case the business was sold. 
A. We do not know the uniform practice of lithographing companies with 
respect to the manner in which they handle their engraving-stone account but 
one of our clients who has quite a large business here, has two separate accounts, 
one covering the cost of the stones which are imported from Belgium and which 
are depreciated at the rate of 10% per annum and the other account covering 
the cost of engraving the stones. 
In cases where the engraving on the stone is of such a nature that the com-
pany will not receive a repeat order, the entire cost of the engraving is im-
mediately charged to the job. In cases where stones are engraved for cards, 
letterheads, etc., for which the company will receive further orders in the 
future, 25% of the engraving cost is immediately charged to the job and the 
balance is deferred over a period of years based upon the quantity ordered by 
each customer. This may be a spread of anywhere from four to ten years. 
In case the customer wishes to change the design or the engraving, then the 
amount which is in the deferred-charge account relating to the old stone, is 
taken out and the cost of the new engraving stated in its place. 
DEPRECIATION OF OFFICE BUILDING A N D EQUIPMENT 
Q. A client of mine is having some difficulty with the internal revenue 
bureau on the question of proper depreciation of office buildings, accessories 
and equipment. 
It is requested that if possible you secure information regarding what is 
considered reasonable depreciation on such office buildings. The accounts 
of the client are well kept and are segregated into the following items: 
Building, ten story, light steel and concrete, first-floor stores, balance 
offices, erected 1925-1926. 
Plumbing in building. 
Electric wiring and fixtures (not including elevators). 
Elevators, five, all passenger, 3000 pounds capacity, including motors and 
cables. 
Refrigerating system (for circulating ice water, not including water piping 
and outlets). 
Water system, for circulating ice water only. 
Linoleum floor covering. Practically all halls and all offices have floors 
covered with high grade heavy linoleum. (Due to climatic conditions 
the item of dry rot must be considered. This linoleum laid direct on 
concrete floor. 
Venetian blinds. 
Signs and directories. (All of most modern type.) 
Office partitions. (Frame and glass, removable.) 
In considering this item of depreciation the following local conditions must 
be considered: First the fact that Miami is within three miles of the ocean and 
that the Biscayne Bay is within one half mile of the building. Therefore the 
effect of salt air must be taken into consideration. All window frames are of 
steel and the action of rust on those and on cables and all other metals in the 
building must be considered. The local water used in the city is highly chlorin-
ated and in its original state contains a percentage of salt which affects all 
plumbing, etc. 
If you can furnish me with any help in this matter it will be appreciated. 
Our position down here is peculiar—we have no background on which to esti-
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mate such depreciation. All of the office buildings here were built during 
1924-1926 and we have no experience. 
A. I would preface my remarks by the observation which seems to be sup-
ported by the experts, by whom I mean practical construction engineers, that 
it is almost impossible to apply any general rule as to depreciation on all the 
buildings of a particular type in Miami, and this observation would be particu-
larly applicable to the class of building described in the inquiry, as "ten story 
light steel and concrete." This description, by the way, would be considered 
by practical engineers as extremely vague and would give rise to such questions 
as ''Are the joints completely covered or only partly so?" "Are the concrete 
floors laid on plaster or are they laid on metal lathes?" Again it would be 
asked, "What do you mean by light steel and concrete?" as this definition 
might apply to a reinforced concrete building. 
For the purpose of an answer we will assume that what is meant is a ten-
story building with a light steel framework, and let us say poured concrete walls. 
It is noted further that the building was erected in 1925-1926, during which 
years not only was the cost of construction about 50% higher than the replace-
ment cost today, but also many buildings (among which may be numbered the 
office building from which this is written) were hastily and indifferently built, 
and the specifications certainly did not provide either architecturally or from 
an engineer's viewpoint for perfect buildings of their respective class. 
Considering depreciation, not so much in its relation to the amount which a 
taxpayer may possibly be allowed to deduct from gross income in respect 
thereof, but as the gradual reduction in the value of property due to physical 
deterioration, exhaustion, wear and tear through use in trade or business, I do 
not believe that outside of the Court House, the Ingraham Building, and possibly 
the Congress Building, that there is any office building in Miami with a prospec-
tive lifetime of over 25 years from the time of construction. By this I mean 
that any conservative owner (quite apart from its effect on deductions from 
gross income for income tax) in setting up a replacement fund would consider 
that there should be added to reserve for depreciation each year 4% of the cost 
of the building. 
In the case of most buildings of this class in Miami, however, the greatest 
difficulty would be encountered in obtaining from the bureau of internal revenue 
an allowance in respect of depreciation exceeding 2% to 2½% of the cost of the 
building. My experience, however, as stated, is that no general rule can be 
applied and that the depreciation on each building should be considered on its 
merits irrespective of and without relation to the fact that the building is of a 
type of construction similar to other buildings in Miami. 
Assuming, however, that the building is of perfect construction of the type 
indicated, viz.: 10 story light steel frame concrete with proper provision for 
windbracing and of the best material obtainable with proper regard for the 
action of the weather, there is little doubt that such a structure would have a 
lifetime of at least 50 years. This statement, of course, presupposes that the 
peculiar local conditions such as high winds and the erosive action of the salt 
water can be provided for. 
I do not believe, however, that with the exception of the two office buildings 
mentioned and the Court House (which is a public building) there is any office 
building in Miami that would qualify under the specifications outlined in the 
preceding paragraph. 
For the other office buildings in Miami, while I am reluctant to express an 
opinion which would indicate the possibility of a rule applicable to any particu-
lar type of construction, I do not believe there is one with a prospective lifetime 
exceeding 25 to 30 years. 
Plumbing: With reference to plumbing, if the most modern equipment is used, 
there seems to be no reason why this should not endure as long as the structure. 
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Electric Wiring and Fixtures: The fixtures should last as long as the structure. 
With reference to connections, however, the action of the air of Miami on all 
rubber insulations and coverings is very corrosive. With proper protection, 
however, the wiring should be good for 20 years. 
Elevators: Elevators' deteriorate very rapidly in this climate. It is believed, 
however, that it is customary for manufacturers to keep these in repair for an 
annual service charge, so that assuming that this periodic overhaul is adopted, 
the lifetime of an elevator of the class indicated should be at least 15 years. 
Refrigerating System: Probable lifetime 10 years. Action of acid and 
weather abnormal. 
Water System: For circulating ice water only. Excessive lime in the water. 
Probable lifetime ten years. 
Linoleum: Probable lifetime not in excess of 5 years under most favorable 
conditions. 
Venetian Blinds The action of the air on tape very erosive. Blinds should 
be rebuilt every five years. 
Signs and Directories: 20 years' life. 
Office Partitions: 10 years. 
Speculation as to the probable lifetime of a depreciable asset is more a subject 
for a professional engineer than for an accountant, and in setting up a reserve 
for depreciation I have never hesitated to avail myself of the opinion of the 
former rather than to rely on my own judgment. 
It is a matter for comment that the depreciation rates allowable by the bu-
reau are not more flexible, and that there is too much tendency to classify. In 
other words, assuming that the bureau rate for machinery is 10%, and I have 
a machine, therefore the lifetime of my machine is ten years. 
A. Building, ten story, light steel and concrete, first floor stores, balance 
offices, erected 1925-26—estimated useful life—40 years. 
Plumbing in building—20 years. 
Electric wiring and fixtures (not including elevators)—-10 years. 
Elevators, five, all passenger, 3000 pounds capacity, including motors and 
cables—cars, tracks, 15 years; motors, pulleys—7 years. 
Refrigerating system (for circulating ice water, not including water piping 
and outlets)-—7 years. 
Water system, for circulating ice water only—20 years. 
Linoleum floor covering. Practically all halls and all offices have floors 
covered with high grade heavy linoleum. (Due to climatic conditions the item 
of dry rot must be considered. This linoleum laid direct on concrete floor.) 
If cemented and shellacked—8 years; if not both—5 years. 
Venetian blinds—4 years. 
Signs and directories all of most modern type—10 years. 
Office partitions (frame and glass, removable)—10 years. 
PAYROLL BOOK AS EVIDENCE 
Q. In a case now being argued before a referee, we are claiming that a pay-
roll book is a book of account and we need support in this statement. To put 
this matter before you clearly I quote below a paragraph I have prepared for 
my brief: 
"The payroll book was the book of original entry kept by the company 
for the particular purpose of recording the amount of wages paid to each 
employee. It was a time book, kept in tabular form and it showed in an 
intelligible manner the number of days of labor of each employee and 
the amount earned for the week. Same was written up in the customary 
and regular way by the company's employee having this duty to perform. 
It was written up at the time—namely July 2 to 6, 1927." 
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Counsel opposing me on this matter are claiming that the payroll book is not 
a book of account as commonly understood, but they are unable to define 
exactly what particular books the term "book of account" includes. They 
picture a ledger, cashbook and a journal, and being lawyers their vision goes no 
further. As you know modern bookkeeping includes, under the" description of 
"book of account," such books as sales book, purchase book, voucher register 
and many others, each one of which contributes its respective part in a modern 
bookkeeping system. 
The question I am asking help on is this. Has there been any official deter-
mination on this point by our profession? 
Am having some search made for possible legal determination on this point, 
but the nearest I have found was one that states that the "book of account," to 
be accepted as evidence, must be a book of original entry. The payroll book in 
question was certainly the book of original entry. 
A. While I have no doubt in my own mind that a payroll book is a book of 
account, I had difficulty in finding confirmation. I have now ascertained that 
"The Accountant Law Reports" of July 31, 1909 (page 22), reported a case tried 
before the court of criminal appeal, in London, on July 16 and 17, 1909. In 
this case it was held that a taximeter record and the machine itself were ac-
counts, just as much as a ledger and day book. This decision would apply with 
at least equal force to a payroll book. The report in question is as follows: 
COURT OF CRIMINAL APPEAL 
July 16 and 17, 1909 
(Before Lord Alverstone, C. J., Darling and Jelf, JJ.) 
Rex v, Solomons 
Falsification of accounts—Taximeter—Account—Master and servant— 
Falsification of accounts act, 1875 (38 and 39 Vict. c. 24) S. I. 
Larceny act 1901 (I Edw. VII, c. 10). 
The appellant was a taximeter cab driver, and had been in the habit of taking 
out one of the cabs belonging to the General Motor Cab Company. He had 
been convicted of falsifying the taximeter, by driving fares, from whom he had 
taken money, without putting down the flag which set the taximeter at work. 
There were also charges under the larceny act, 1901. It appeared that on a 
consecutive number of days the appellant had driven two music-hall artists 
from one music hall to another and back, without putting the flag of the taxim-
eter down. For each journey he was paid 9s., which was less than the 
amount that the taximeter would have registered had it been working. At 
the end of the day, it was customary for the drivers of cabs belonging to the 
company to sign a paper, which was an account of the day's takings, recorded 
by the taximeter clerk, from the figures registered by the taximeter itself. Of 
the amount so registered and checked, the driver was entitled to one-quarter 
and the company three-quarters. It was contended for the appellant upon 
appeal against conviction that there was no contract of service between him 
and the company. It was true that there were various notices and regulations 
concerning the drivers, one of which was to the effect that a driver who absented 
himself, without special need, for more than twenty-four hours Was liable to 
instant dismissal, which might suggest a contract of service. On the other 
hand, there were other matters to show that there was no such contract, such 
as the lack of any control by the company over the drivers, once the cabs had 
left the company's premises. Drivers could go where they pleased and were 
subject to no orders. The common sergeant had told the jury that he had 
grave doubt as to whether the appellant was a servant within the act dealing 
with falsification. For the crown, in respect only of the question as to whether 
a taximeter was an account, it was contended that a taximeter machine was an 
account within the act of 1875. There was nothing in the statute to show that 
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an account must be on paper. The machine on one side had a record of the 
number of miles run, which record, in this case, was untrue. The number of 
miles traversed would show how much the driver ought to have received. The 
paper, drawn up by the clerk, was copied from the machine, and both paper and 
machine were accounts, just as much as a ledger and day-book. 
JUDGMENT 
Held that an offense was committed when the taximeter, which was an 
account within the meaning of the act, was falsified; that the appellant, being a 
servant of the company, was rightly convicted of falsification under the act of 
1875; and that, therefore, the appeal must be dismissed. (127 L.T. 291.) 
A. We do not know of any official determination by an authoritative body 
of accountants on this point. However, we feel sure that ail accountants would 
agree that the payroll book was a book of account. This must be true because 
in most instances it is the only book in which the individual account with the 
employee is kept. It is a book of original entry and supports the wages paid 
which are shown only in total in other books of account including the general 
ledger. It, therefore, affords the supporting detail for the wages account in the 
general ledger. 
We note that counsel opposing the questioner apparently agrees that a 
journal is a book of account. It should be remembered that such books as the 
cashbook, voucher register and payroll book are nothing more or less than 
journals. These books have been developed as a matter of expediency and 
economy in operation to record items of like nature. The payroll book, besides 
containing the account with each employee in terms of hours or days of service, 
also contains the amount to be paid to each employee. Obviously, the amount 
due each employee could be made the subject of a journal entry in the general 
journal whereby wages would be charged and the employee credited. This 
would be a wasteful process and for this reason the payroll book is adopted, but 
nevertheless the theory is the same and the payroll book is merely a journal in 
which a record is made of the amount to be charged to wages and to be credited 
to the individual employee. 
We are quite sure that the court would put an interpretation in defining 
books of account which would include the payroll book. 
A. From my experience of thirty years in practice I should say that the 
payroll—sometimes prepared on a loose sheet and subsequently bound in book 
form, or entered originally in a bound book—has always been regarded as the 
original record or compilation of a firm's or corporation's purchase of services, 
and, as such, stands on an equal footing with the purchase book or register con-
taining the record of the purchases of material and supplies. 
Many works on accounting support this view; and, just to mention a few, I 
refer to Modern Accounting Systems, by Gordon and Lockwood, of the Wharton 
School of Accounting and Finance, published by John Wiley and Son. See 
paragraph on "Labor," page 355 of that work; also see "Summary of account-
ing records" on pages 322 and 323. 
I also refer to the book on Street Railway Accounting, published by the 
Ronald Press in 1917 and written by I.A. May, C. P. A., and vice-president 
of the American Electric Railway Accountants Association. His book 
contains several references to payroll accounting; one which should prove 
useful to you is the paragraph entitled "Approving payrolls" on page 159 of 
that work. 
To turn to English writers, I refer to the work Factory Accounting, which has 
long been a standard. The authors are Emile Garcke, managing director of the 
British Electric Traction Co., Ltd., and J. M . Fels, an incorporated accountant 
of England. This work was published by the McGraw-Hill Publishing Com-
pany of New York in 1912. The pages in this book, 35 to 45, show conclusively 
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that the payroll record, or wages book, as it is called, is an essential original 
record of any labor-employing organization. 
See also the book entitled Contractors Accounting Practice by William M . 
Affelder, Comptroller of Thompson-Starrett Company, New York, published 
by the Ronald Press in 1924. This book contains many references to, and 
shows the reliance placed upon, the original record of wages paid as recorded in 
the payroll. I refer particularly to page 38 and pages 92 to 96. 
SUGAR REFINERY PROBLEM 
Q. Could you advise me the usual or scientific method of charging off what 
is known in sugar refineries as "bone-black" or "char." 
I understand that char is used for filtration and purification purposes in the 
refining of raw sugar and that it is used over and over again with the aid of regen-
eration materials for from three to five years when its life or value would have 
been exhausted. The cost to revivify is known as char regeneration expense. 
A. The handling of bone-black on the books of a refinery with which we are 
familiar is as follows: 
Two accounts are maintained: (a) "bone-black," and (b) "bone-black in 
filters." Assuming that a new filter is installed, the original charge of bone-
black would be transferred from (a) to (b) account above, at the cost of the new 
bone-black. 
After a filter has been in use for a time, it is necessary to revivify the char or 
bone-black. This is done by burning the bone-black in a kiln, and the cost of 
this burning is charged to the expense account, "Kiln-men and char handlers." 
After the burning, the residue is replaced in the filter, and a certain amount 
of new bone-black is added to the filter to take the place of that which has 
disintegrated in the burning. The cost of this new bone-black is again trans-
ferred from the (a) account above to (b). During the year the account ''Bone-
black in filters" is credited, and cost of operations debited with an amount 
equal to one cent per every hundred pounds of raw sugars melted and passed 
through the filters. 
Thus at the end of the year the balance standing in " Bone-black in filters " 
account has been reduced by the difference between this One cent per pound of 
sugar melted, and the charges for additional bone-black added during the year. 
After a certain time, the bone-black in the filter reaches a State where it can 
no longer be used. This bone-black has a certain value as fertilizer, and is so 
sold under chemical analysis. 
TAXES ON COAL MINES 
Q. I would be interested to have an expression of opinion from some of the 
members of the Institute as to (1) the propriety of a coal mining company's 
charging to property account, rather than to operating expenses, taxes on those 
lands of the company which are undeveloped and therefore not yet being 
operated, and (a) whether they know of any actual cases, either in the anthra-
cite or bituminous fields, of companies' treating as capital expenditures taxes 
on undeveloped coal lands. 
A. (1) I am fully on record as believing that it is a proper procedure for a 
company to charge directly to property account or indirectly through a develop-
ment account, all expenses connected with the opening up and development of 
mining property prior to its reaching what might be termed an operating basis. 
This principle, I believe, can properly be applied regardless of whether the ex-
penditures thus made are such as should be considered applicable to the entire 
property (as taxes on such lands would be) or whether they were expenditures 
applicable to a certain part only of the property as certain phases of under-
ground development might be. The distinction would be that those which 
applied to the entire property would be written off over the entire production 
tonnage of the property, whereas those which benefited only a certain limited 
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tonnage would be written off as applicable to that limited tonnage. The ques-
tion of proper basis in any case is a rather long question which I am not trying 
here to discuss. 
Unfortunately, however, the revenue department and the board of tax ap-
peals have held that, regardless of what may be proper commercial accounting, 
the revenue act provides that taxes and interest are to be deducted in the year 
in which the expenses accrue, and therefore a deduction of taxes cannot be 
carried forward to be written off against the operations of a subsequent year. 
These decisions might perhaps be modified under section 200 (d) of the revenue 
act of 1926, with its provision that "The deductions and credits provided for in 
this title shall be taken for the taxable year in which 'paid or accrued' or 'paid 
or incurred' . . . unless in order to clearly reflect the income the deductions or 
credits should be taken as of a different period." Just what this means and 
who is to decide whether or not "the deductions or credits should be taken as of 
a different period" is an interesting question which I suppose will one of these 
days be finally decided. 
On the face of it, it would seem to be decided as to non-producing mines by 
article 222 of Regulations 69, which reads in part: 
"All expenditures in excess of net receipts from minerals sold shall be 
charged to capital account recoverable through depletion while the mine 
is in the development stage." 
This would seem clearly to put the department's sanction on capitalizing 
"all expenditures," but knowing how prone the department is offhand to change 
its regulations at any time, and also knowing how ready congress is to change 
the law itself from time to time, it might prove that even though the com-
missioner might on the basis of this regulation deny a deduction for taxes in the 
year in which paid or accrued, this would not give any assurance that such 
taxes would later be considered as part of the capitalized costs to be written off 
after the property reached a producing stage. 
Accordingly, the taxpayer seems to be in the position that if he does not 
claim these deductions at the present time he will be told some years from now 
that he has lost his right to deduct them when paid or accrued and has no right 
to deduct them in a subsequent year. 
Of course, if a company owns only a single non-producing property and has 
no income from which it could make deductions currently, it will probably lose 
nothing by capitalizing the items and including taxes as part of the capital cost 
to be written off pro rata to mineral extraction; 
The question directs itself solely to "the propriety" of the procedure and I 
have expressed quite clearly that I believe it is proper to capitalize such ex-
penditures and have pointed out that the regulations recognize it as proper. I 
mention the tax situation, however, because I think it is proper for an account-
ant, in recommending accounting procedure, to take into account the question 
of whether or not this procedure will involve his company in tax payments 
which might, by a somewhat different procedure, be avoided. 
(2) I think I have said enough above to indicate that it is quite a recognized 
procedure for mining companies, both as to coal and other minerals, to treat 
taxes as capital expenditures, as authorized by article 222 of Regulations 69, as 
well as in prior regulations. I think, however, that at the present time prob-
ably a majority of the companies are currently deducting as an expense all 
taxes which they pay because they are afraid that unless they do this they may 
never receive the benefit of any such deduction. 
I think it is understood that I am not trying to advise the procedure to be 
followed in any particular instance, because I believe it is fully understood that 
in attempting to answer questions of this kind no accountant can possibly try 
to give such advice without a much more complete statement of the facts than 
is contained in the questions submitted. 
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A. It is proper for a coal mining company to charge to a subsidiary account 
of the property account taxes on lands of the company which are undeveloped 
and not operated or used, to be charged off from the tonnage extracted when 
the mines are opened. 
We do not know of any instance, however, where coal companies do this. It 
is not considered practical because there is always a certain amount of the coal 
lands undeveloped and a division of the taxes between the two classes of land 
has never been made by any of the coal companies we have examined. 
USE OF T E R M "WORKING CAPITAL" 
Q. I wish to find authority for the proper use of the term "working capital" 
as used in a prospective balance-sheet prepared for the purpose of reorganiza-
tion. A specific example would be in the case of a going company which decides 
additional capital is necessary. The company's balance-sheet is reconstructed 
indicating how it will appear after the financing is completed. A portion of the 
new capital is used to pay off present indebtedness, the remaining part of the 
new capital secured is set up in the current asset position on the balance-sheet 
and labeled "Working capital." 
A. We have to advise you that we do not know of any authoritative source 
in which the term is defined in the sense you require. 
Our own view is that working capital is that part of the proceeds of a capital 
issue which is not immediately applied in the reduction of capital, or other 
liabilities, but is permitted to remain in the form of funds for such current uses 
as may be required in the operation of the business. In other words, a corpora-
tion might sell an issue of preferred shares for $1,000,000; use $800,000 to pay 
off a bond and mortgage on its land and buildings, and keep the remainder in 
current funds for the purpose of buying additional raw materials, or meeting the 
payrolls, or settling other current liabilities, as the current transaction of busi-
ness might require. 
The textbooks usually define working capital as net current assets, although 
the courts have from time to time placed different interpretations upon the 
term. In such cases the application of the term usually has been restricted to 
cash. 
A. The term "working capital" as ordinarily used is synonymous with the 
term "net current assets"; that is to say, it is the excess of the current assets 
over the current liabilities. In the illustration given in your letter it might be 
perfectly proper to set up the remaining part of the new capital secured in the 
current-assets section of the balance-sheet, but instead of the term "working 
capital" there might have been used some such term as "cash provided for 
additional working capital." 
The custom, however, is to state in the head of a balance-sheet giving effect to 
new financing a summary of the changes which have been given effect to in the 
balance-sheet, and to cover the question in some such language as the following: 
"Balance-sheet 
As at 
(Giving effect as at that date to the provisions of the agreement dated 
for the sale of $ % first-mortgage bonds and the 
application of the proceeds thereof to the retirement of current indebted" 
ness and as additional working capital)" 
It is then customary in the balance-sheet itself to add the amount provided 
as additional working capital into the cash balance and to show the item just as 
"Cash, $ " 
If the method adopted by your correspondent, however, is followed, the ap-
plication is just as clear if the alternative terms suggested above are used in 
place of the bare words "working capital." 
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